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INDEPENDENT AUDITORS' REPORT
To the Board of Trustees of The Hospital for Sick Children
We have audited the accompanying financial statements of The Hospital for Sick Children, which comprise the balance sheet as at March 31, 2012 and the statements of operations, changes in equity and cash flows for the year then ended, and a summary of significant accounting policies and other explanatory information.
Management's responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with Canadian generally accepted accounting principles, and for such internal control as management determines is necessary to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
Auditors' responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditors' judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditors consider internal control relevant to the entity's preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of The Hospital for Sick Children as at March 31, 2012 and the results of its operations and its cash flows for the year then ended in accordance with Canadian generally accepted accounting principles. 
PURPOSE OF THE ORGANIZATION
The Hospital for Sick Children [the "Hospital"] is a Canadian public hospital dedicated to advancing children's health through the integration of patient care, research and education. Its mission is to provide the best in complex and specialized family-centred care; pioneer scientific and clinical advancements; share expertise; foster an academic environment that nurtures health-care professionals; and champion an accessible, comprehensive and sustainable child health system. The Hospital is incorporated under the Act to Incorporate the Hospital for Sick Children, 1892. The Hospital is a registered charity under the Income Tax Act (Canada) and, as such, is exempt from income taxes.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A summary of the significant accounting policies is as follows:
Basis of presentation
These financial statements include the assets, liabilities and activities of the Hospital. They do not include the activities of the following non-controlled not-for-profit entities:
• The Hospital for Sick Children Foundation [note 11] • The Women's Auxiliary of the Hospital for Sick Children Use of estimates These financial statements have been prepared by management in accordance with Canadian generally accepted accounting principles. The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates. The H-SAA sets out certain performance standards and obligations that establish acceptable results for the Hospital's performance in a number of areas. If the Hospital does not meet its performance standards or obligations, the TC-LHIN and/or the Ministry have the right to adjust funding received by the Hospital. The TC-LHIN and the Ministry are not required to communicate certain funding adjustments until after the submission of year-end data. Since this data is not submitted until after the completion of the financial statements, the amount of funding received during the year from the TC-LHIN and the Ministry may be increased or decreased subsequent to year end. The 
Revenue recognition
The Hospital follows the deferral method of accounting for contributions, which include donations and grants. Unrestricted contributions are recognized as revenue when received or receivable if the amount can be reasonably estimated and collection is reasonably assured. Externally restricted contributions are deferred and recognized as revenue in the year in which the related expenses are recognized. Contributions externally restricted for capital assets are recorded as deferred capital contributions and are amortized to operations on the same basis as the related asset is depreciated.
Revenue from consulting and related services is recognized on a percentage-ofcompletion basis. Revenue from patient care and other activities is recognized when the service is provided. Revenue from the sale of goods is recognized at the time of sale.
Inventories
Inventories held for commercial sale are valued at the lower of cost and net realizable value. All other inventories are valued at the lower of cost and current replacement cost. Cost is determined on a first-in, first-out basis.
Cash and cash equivalents
Cash and cash equivalents include cash on deposit, investments in money-market funds and short-term investments with original terms to maturity of 90 days or less. Cash and cash equivalents that the Hospital has internally restricted to cover amounts held for other organizations, deferred contributions and the current liability relating to construction costs of the SickKids Centre for Research and Learning funded by the Series A Senior Unsecured Debentures [the "Debentures"] are presented as appropriated cash and cash equivalents. Cash and cash equivalents held for investing rather than liquidity purposes are classified as long-term investments.
Investments and investment income (loss)
Publicly-traded securities are valued based on the latest bid prices and pooled funds are valued based on reported unit values. Short-term securities are valued based on cost plus accrued income, which approximates fair value. Transactions are recorded on a tradedate basis.
All investments are designated as held for trading except for fixed income securities held for the unspent proceeds on the Debentures [note 8], which are classified as available for sale.
Investment income (loss) consists of interest, dividends, income distributions from pooled funds, and realized and unrealized gains and losses, net of related fees. Forward foreign exchange contracts, entered into for the purpose of managing the currency risk of a portion of the investment portfolio, are recognized and measured at fair value, with unrealized gains and losses included in investment income (loss) in the statement of operations.
Investments in controlled for-profit entities or where there is significant influence are accounted for by the equity method. Investments in private for-profit entities are accounted for on a cost basis. 
Financial instruments
Foreign currency translation
Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the exchange rate in effect at year end. Operating revenue and expenses are translated at exchange rates prevailing on the transaction dates. Gains or losses arising from these translations are included in the statement of operations.
Capital assets
Purchased capital assets are recorded at original cost. Donated capital assets are recorded at fair value at the date of contribution. Depreciation of cost and any corresponding deferred contribution is calculated on a straight-line basis using the following annual rates:
Buildings and building service equipment 10 -50 years Other equipment and systems 3 -15 years Construction-in-progress comprises construction, development costs and interest capitalized during the construction period. The Hospital allocates salary and benefit costs related to certain personnel who work directly on managing capital projects to capital assets. No depreciation is recorded until construction is substantially complete and the assets are ready for productive use.
Contributed services and materials
Volunteers contribute numerous hours to assist the Hospital in carrying out certain charitable aspects of its service delivery activities. The fair value of these contributed services is not readily determinable and, as such, they are not reflected in the financial statements. Contributed materials are also not recognized in the financial statements. Senior unsecured debentures and other long-term debt Senior unsecured debentures and other long-term debt are initially recorded at fair value and subsequently measured at amortized cost using the effective interest rate method. Transaction costs related to the issuance of long-term debt are expensed as incurred.
Employee benefit plans
The Hospital accrues its obligations under employee benefit plans and the related costs, net of plan assets. The following policies for defined benefit plans have been adopted:
• The cost of pensions and other post-employment benefits earned by employees is actuarially determined using the projected benefit method and management's best estimate assumptions.
• For the purpose of calculating the expected return on plan assets, a market-related value of assets is used, whereby gains and losses on equity investments are recognized over five years and fixed income investments are valued at market.
• Liabilities are determined using discount rates that are consistent with the market rates of high quality debt instruments, with cash flows that match the expected benefit payments. Past service costs from plan amendments and the transitional asset are amortized on a straight-line basis over the average remaining service period of active employees.
• The excess of the cumulative unamortized balance of the net actuarial gain (loss) over 10% of the greater of the accrued benefit obligation and market-related value of assets is amortized over the average remaining service period of the active employees.
Future changes in accounting policies
Effective for the fiscal year beginning April 1, 2012, the Hospital will adopt the standards in the Public Sector Accounting ["PSA"] Handbook, including those standards addressing issues unique to not-for-profit organizations. The Hospital is currently evaluating the impact of adopting the PSA Handbook standards. The Hospital has the following forward foreign exchange contracts that mature on June 15, 2012:
• to sell a total of USD $60. Investments are primarily exposed to foreign currency, interest rate, market and credit risks. To manage these risks, the Hospital has established a target mix of investment types designed to achieve the optimal return within reasonable risk tolerances. In addition, forward foreign exchange contracts are used to manage foreign currency risk. 
PENSION AND OTHER POST-EMPLOYMENT BENEFIT PLANS
The components of the pension and other post-employment benefit plans are as follows:
• Registered pension plan: Permanent staff of the Hospital are eligible to participate in its registered pension plan, which has both a defined benefit and a defined contribution component. The vast majority of pension plan members participate in the plan's defined benefit component which uses a member's final average earnings for pension calculation purposes and provides contractual indexing to pensions for certain portions of employees' accrued pensions.
• Supplemental pension plan: Some employees are also entitled to benefits under an unfunded supplemental defined benefit pension plan.
• Other post-employment benefit plans: These defined benefit plans comprise medical, dental and life insurance coverage for certain groups of retired employees.
All retirement benefit computations and disclosures are determined using a measurement date for accounting purposes three months prior to the fiscal year end. The significant actuarial assumptions adopted in measuring the Hospital's accrued benefit obligations for the defined benefit plans are as follows: 
NOTES TO THE FINANCIAL STATEMENTS
[in thousands of dollars, except where otherwise noted]
March 31, 2012
18
The breakdown of plan assets held at measurement date was as follows:
As at March 31 2012 2011 % %
Equity securities
41 46 Debt securities 55 48 Other 4 6 100 100
BANK INDEBTEDNESS
The Hospital has a concentration account arrangement with its bankers. There are two operating lines of credit totalling $125.0 million that can be utilized through a net overdraft paying interest at prime or through Bankers' Acceptances. When the Hospital has a net cash balance, interest is earned at prime less 1.75%. The Hospital is subject to interest rate cash flow risk in connection with this operating line of credit. The Hospital is subject to interest rate price risk with respect to its long-term debt. [c] The Hospital has agreed to indemnify the Foundation and its directors, officers, employees, members and agents against losses arising out of or resulting from the offering of the Debentures.
LONG-TERM DEBT
DEFERRED CONTRIBUTIONS
[d] On April 1, 2011, the Hospital entered into a 10-year agreement to lease its parking facilities to the Foundation. For the first five years, the lease payments are $0.33 million per month, increasing to $0.35 million per month in the last five years of the term. The Hospital has also entered into an agreement with the Foundation to manage the facilities for a fee equivalent to costs incurred by the Hospital to operate the facilities and a portion of the parking fees. During the year, the Hospital earned $4.0 million in leasing revenue and $1.2 million in management fees which are recorded in commercial services revenue in the statement of operations.
[e] During the year, the Foundation granted $59. 
COMMITMENTS AND CONTINGENCIES
[a] The nature of the Hospital's activities is such that there is often litigation pending or in progress. Where the potential liability is likely and able to be estimated, management records its best estimate of the potential liability. In other cases, the ultimate outcome of the claims cannot be determined at this time. Any additional losses related to claims will be recorded in the year during which the liability is able to be estimated or adjustments to any amount recorded are determined to be required. With respect to claims as at March 31, 2012, it is management's position that the Hospital has valid defences and appropriate insurance coverage in place. In the unlikely event any claims are successful, such claims are not expected to have a material effect on the Hospital's financial position.
[b] The Hospital participates in the Healthcare Insurance Reciprocal of Canada ["HIROC"] . HIROC is a pooling of the public liability insurance risks of its hospital members. All members of the HIROC pool pay annual premiums which are actuarially determined. All members are subject to assessment for losses, if any, experienced by the pool for the years in which they were members. No assessments have been made for the year ended March 31, 2012.
[c] The minimum annual payments under various operating leases are as follows: $ In addition to minimum rentals, property leases generally provide for payment by the Hospital of various operating costs.
CAPITAL MANAGEMENT
In managing capital, the Hospital focuses on liquid resources available for operations and to finance capital projects. The Hospital's objective is to have sufficient liquid resources to continue operating and to fund capital projects despite adverse financial events and to provide it with the flexibility to take advantage of opportunities that will advance its purposes. In addition, the Hospital is required to achieve certain performance measures related to working capital set out in the H-SAA. The need for sufficient liquid resources and achieving the performance measures are considered in the preparation of an annual budget and projections for capital costs, and in the monitoring of cash flows and actual results compared to the budget and projections. As at March 31, 2012, the Hospital met its objective of having sufficient liquid resources to meet its current obligations and the performance measures related to working capital set out in the H-SAA.
